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As a response to the aging of citizens, governments are trying to encourage aging workers to stay
longer in the work. These aims are costly to the employers if Lazear’s deferred payment hypothesis
holds. According to the theory, separations of older workers should be beneficial to firms. By using
comprehensive linked employer-employee data from the Finnish business sector, we study the
productivity and wage effects, and hence the profitability effects, of hiring and separation of
younger and older workers. Unlike other labor flows, separations of older workers have a strong
positive impact on profitability. Robustness checks include the use of regional labor supply and
other variables as instruments for the potential endogeneity of labor flows.

JEL-code: C43, J23, J24, J63, M51
Keywords: aging, productivity, wage, profits, labor flows, employer-employee data

* An earlier version of this paper was circulated under the title “Decomposing Productivity and
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Statistics Finland for their guidance regarding the properties of the data. Please contact the Research
Laboratory of the Business Structures Unit, Statistics Finland, FIN-00022, Finland, for access to
these data. We would also like to thank Roope Uusitalo for comments. The SAS and Stata codes
used in this study are available from the authors upon request. Address for correspondence of Pekka
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